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Gentlemen:

Before I begin I would like to give credit where credit
is due. The facts that I will present here tonight are not
derived from my own personal research but are based on a
tremendous amount of very cereful anslysis underteken in
ORR/CIA. In view of my own limited knowledge of msny of
the very detailed calculations, I frankly would like to
stay away from the details and to stick to socme of the
more major developments within the past few years. I intend
+0 confine this review to the areas of industry, agriculture,

snd trade.
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JRDUSTRY

The trend of economic growth within the Soviet Union
obviously is important both with respect to political
stebility and "ecold war" power on the one hand and economic
potential for wer on the other. Recognizing that the economic
situation is merely cne element in all of this ~- albeit an
important ons -- let's take s look at recent trends in the
Soviet economy end the anticipated future developments.

fn important measure of these trends is the Soviet gross
national product or the total value of all goods and services
produced. From 1948 to 1954 Soviet gross national product
jumped from 79 billion dollars to 124 billion dollare or
almost a 60 percent increase. In this same period its relation-
ship to the U.S. economy changed from sbout 30% to 35% although
the actual difference between the output of the two economies

widened in favor of the U.S. Between 1954 and 1960, it is
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estimated that this trend will continue, namely that peréentage-
wise the Soviet position will increase but that the difference

in gross national products wili continue to widen so that by

1960; U.S. gross national products ,“3&. be about __26_9_ billion dollars
greater than the Soviet as opposed to 220 billion in 1954,

(Fote: U.S. and NATO estimstes very favorably calculated.)

This is an extremely important point -- because the Soviet tendency
to emphasize the percentsge relationship has cbscured -- even in
this country ~- the widening gap in actual economic output. The
disparity between the total Bloc and the West is moving in

roughly the same way. One might ask why it is that the Soviets
with relatively complete control over their economy simply don't
allocate sufficient effort to industrial development to ensble

them to eateh up. This is more easily said than done. As it

1s now the Soviet consumer goods are only 1/11 thet in the U.S.

and sgricultural output is only around 60 percent of U.S. farm

product. Yet the Soviets have to support a population 30
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percent larger than the U.S. Therefore additional effort

" cannot be drained from the consumer sector of the economy with-
out impairing productivity and industrial production. Nor is
it likely that the Soviets will dréw down defense expenditures
to assist their economic growth. They have repeatedly shown
their awareness of the increasing military might of the West
and ‘they glmply would not riék any significant cut-_backs for
the sake of economic growth.

Neverthesless we should not under-estimste the impressive
expansion of Soviet 'igdustry. While the entire economy has
grown ebout 0 to 60 percent since 1948, the industrial sector
alone has jumped 100 percent or double the 1948 level. And
by 1960 1is expected to increase another 50 percent. Output
of energy, metals, chemicals » and metalworking machinery,
for example, by 1960 will all be well over three times the
1948 level.

-3-
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All this means that in terms of the "cold wer" period,
there is little likelihood that either internal economic
difficulties or external Western measures - such as the econcmic
defense progrem can prevent significant advences in the Soviet
eéconomy. And parenthetically I'd like to say that this is
not an argument against the economic defense program as some
pecple have construed it to be. This program is a useful impedi-
ment to Soviet growth. Rather it is to point out the limitations
of such measures and to argue that we should be realistic in
our expectations of its effect. However, there are two
situations which will be of concern to the Soviets in the "cold
war" period. One 18 the widening gap between Soviet Bloe
and Western economic output e barring major depressions
in the West ~- and the other is the serious Soviet agricultural
situation. I'11 haver more to say about this agricultural

situation a little later on. So much for the "cold war"
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aspects.

Now as to the significance of the quiet economic
situation for a possible "hot war", we might first look at
that sector of the economy devoted to defense support.

Tnmedistely after World War II, and prior to 1949, the
sharp drop in U.S. armament expenditures enabled the Soviets
to‘ surpass this country in the delivery of military end-items
to the armed forces., However -« despite the continued high
percentage of Soviet effort aa;;igned t0 defonse == to the
detriment of the consumer and over-all economic development w-
they have not been able to mateh the impressive increases in
U.S. armament deliveries since 1951. Today U.S. output of
military end-items is probably more than double thg.t of the
USSR and this does not include nuclear energy expenditures.

Converting these general statements to military hardware

terms, the Soviets have been able to build up & small swrface
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fleet of more than 200 ships == over 90 percent destroyers;
a sub-surface fleet of ebout 350 submarines; 20,000 alrcraft;
and almost 80,000 tanks and assault guns.

In fact it has been estimated that existing inventories
of equipment are gufficient to mobilize from the present
level of approximately 175 divisions to 500. -

Recognizing again that economic factors sre but one
element in wertime, it seems fairly clear that in a war not
lnvolving wespons of mass destruction the Soviet economy
could support a wer of from 12 to 18 months. While scme
stringencies would probably sppear in items such as copper
end petroleum these shortages would certainly be manageable.

Iest some of you have been misled with genereal statements
about eritical Soviet shortages or generélizations about the
significance of Westera economie superiority, let me review

vith you for a moment our sad experience in estimating

- 6 -
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German economic strength before the last war.
Before World War II the Allied Powers wers aware of s long
list of deficiencies which existed im the German economy. This

1ist included some of the following vitel materisls:

Petroleum and Iron Ore 2/3 of pre-war consumption
imported

Manganese No deposit of any
consequence

Ferro-alloys (Tungsten, Deposits almost totally

nickel, cobalt) lacking ,

Copper Less than 10 percent of
requirements produced
domestically

Bauxite (For sluminum) Ho deposits

Rubber No production of natural

And we could extend this list to inelude leed, tin, zine, mica,
sulphur, and many, many others.
Theae facts nnfortunatgly led meny people astray, including

specialists in economic warfare. Statisticians could prove
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that Germany was hopelessly lacking in almost all of the
raw materials necessary to carry on a real war. Moreover,
many experts concluded that if Germany started another war,
a bleckade exploiting these deficiencies would bring about
military collapse or revolution in a very short time. As
& result many felt that Hitler was merely bluffing and the
11lusion of a "phony" wa.r lasted, as you know, until the
spring of 1940, |
But what actually happened? Let's list some of the
actions Germany took to offset the effects of economic .wa.rf
fare:
1. The govermment took firm control of the
country's economy thereby pemitt.‘ing en allocation
of scarce materials to priority military objectives,
2. Tremendous preparations were made to stock~-

pile scerce materials.

-8 -
Approved For Release ZOOOQ?;IEIRW-RDPHT00730R000100010048-9



Approved For Release 2000?8&6;8&[5«-RDP71T007&0R000100010048-9

3, Low grade mineral deposits, which normally
would be wnprofiteble to work, were mined intensively.

k. Agricultural lands were cultiveted more
intensively and poor lands were put into eultivation
for the first time.

5. Synthetices were developed and substitute
products were used to replace certain essential imports,
including certain alloy metals and rubber.

6. Plans were made‘to obtain supplies of vital
materials from neighboring countries by conquest or
purchase, including petroleum from Rumania, iron ore
from France, nickel from Finland, and so forth.

The Allied nations were, of ecourse, sware that some of these
things were going on but the ability of Germany to meke sdjust-
ments overcoming the eritical deficiencies of her economy were

grossly underestimated.

- 9 -
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All of this is not to argue that the Soviets have unlimited
capabilities to overcome all of their weaknesses. I simply
want to point out that Germany with many more economic
deficiencies than ithe USSR and from an economic potential
much smaller than the Soviets derived a pretty powerful military
forece.

Everything we bave said up to this point sbout Soviet
economic capabilities has related to & short war without the
employment of weapons of mass destruction. | I frankly do mot
want to waste yogr time with predictions of capabilities in
either a long war or a war involving nuclear weapons. I
personally feel that the "unknowns" in this kind of equation
are too important to make such an estimate meaningful.

1. Will the Soviets over-run Western Europe
and utilize its economic resources?
2. What would be the extent of nuclear weapons

destruction?

- 10 =
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3. To what extent could the Soviets recuperate
from such destruction?

L. To what extent would Western forces have the
capebility to re-attack with nuclesar weapons over & period
of time?

And 80 on. While these answers may be aveilable scmewhere, I
certainly den't have them for you tonight. Onme thing, however,
seems falrly certain, -- the Soviets won't be a push-over under

eny conditions.

k Slides (1) Growth - U.9. and Soviet
(2) GNP - Bloc and West
(3) Growth - Soviet Industry

(4) Armement Production - U.S. and Soviet
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AGRICULTURE

The seriousness of the Soviet agricultural problem has
long been recognized by intelligence experts and with:;.n the
last two yesrs the Soviets themselves have given this situation
inereasing publicity. You may remember the repested references
to agricultural policy as a "bone of contention" at the time
of Malenkov's political demige. The Soviet difficulties in
this field are among the most serious in the entire economy
and center on 2 inescapable facts:

1. Since 1938 the Soviet population hag increased
by 13 percent whereas &gricultural output has increasged
only 6 percent. The net effort of this has been a &
percent decline in the per cepita availability of food.

2. VWhile, in terms of calories > the availability

of food is relatively adequate. It is over-balanced

in starchy food and very weak in fats and proteins.
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The Soviets have clearly recognized that this situation
threatens to retard economic growth by lowering urban lsbor
productivities and creating population unrest.

Malenkov's snswer to this problem was more intensive
and effective utilization of existing acreage to get with
increased incentives to the peasants. This meant greater
investment in agriculture, increased fertilization, tax
reduetion and increases in the availability of eonsumer
goods. Khrushchev, on the other hand, wented something
more dramatic. His ghoice was to shoot "eraps" with the
weather in a gamble for sharp incresses in output. This
gamble invalvéd 2 new programs of considerable proportion:

1. The so-called "new lands program" expanding

Wwheat acreage on more than 70 million acres of marginal
- 13 =
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lands in Kazekhstan and Western Siberia; and,

2. A 60 million acre expansion in corn crops by

1960 == largely for hog feed. This, in turn, is to

assist the expansion of live-stock numbers.

The principal objective of these tremendous plans is
to double both grain and live-stock output by 1960, HNow
what are the prospects for success? Let's look first at
the "new lands program.” The areas marked by the Soviets
for expansiocn of wheat acreege are less favorable than both the
Ukraine and our Dekotas, and even in these areas crop yields
from year to year are unpredicteble because of uncertain
rainfall. The experts calculste that the new lands will
be subject to drought two years out of every 5 and this
not only reduces the aversge snnual yield but raises the
real pos;ibility of the kind of "dust bowls" that have

Plagued certain farming areas of the United States. It is

- lh -
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true that in his.tirst roll of the dice, Khrushchev was
successful. Climatic conditions in 1954 were exceptionally
favorable and the harvests were better than he might have
hoped for. However, the dice are loaded against him over
the next 5 years.

The corn acreage drive also is fraught with risks. The
areas vithin the so-called fertile triangle marked for
inereased corn aereqée do not have -~ on the average -- a
favorable relationship of soll, temperature, and rainfall
and there is no hope vhatsoever of developing corn yields
comparsble to the United States corn belt as Khrushchev has
hoped. Morecver, the substitution of corn for other erops
requires larger amounts of machinery and menpower than the
erops it is replacing; thereby detracting from other parts
of the totsl sgricultursl effort.

In sumary, all of this adde up to scme fairly bleek
prospects for the attairment of Soviet objJectives. U. S.

15 -
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experts who follow this gituation very closely have estimated
that by 1960 Soviet grain and live-stock production output
will == at the very maximum -- incresse no more then 20 to

30 percent over 1954. This is & far cry from the goal of &
100 percent inerease and when compared with the anticipated
growth in population, 1t 1s clear that in 1960 the Soviets

at best will still have an agricultural problem and if
weather conditions are worse than normal, this problem

could be particularly serious.

2 Slides (5) Pood and Calorie Charts
TR
(6) MAP - Fertile Triangle end "New Lands"”
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IRADE

I understand that last fall you were given the highlights
of East-West trade developments by Dr. Galbreath == and I
don't intend to bore you with any repetition on this subject.
However, I would like to put Ea.sﬁ-\vlest trade in its proper
relationship to mtra-Bloc trade since this subject never
'seems to be given proper weight.

If wve take the entire Bloc as a whole we find that total
trade with the West -- that is, imports and exports ecmbined,
has run about 3 to 3.5 billion a year over the past 5 years.
The Soviet share of this never ran over 1 billion a year until
1954 when 1t slightly exceeded that figt.xre. On the other
hand, Soviet trade with other Bloc cowntries has risen
steadily over the past 5 years and now totals about 6 billion

dollars a yesr, or roughly 6 times the trade with Wegtern

nations. In brief, 80 to 85 percent of the USSR's trade is
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with other Bloc nations. Communist China alone mekes up only
about 20 percent of this trade, but it should be emphasized
that this Sino-Soviet trade has a significance greater than
these figures imply. Since 1950 there has been a steady in-
ereagse in Ccmuﬁist China's dependence on Soviet trade - and
today roughly 50-55 percent of Communist China's imports have
been shipped from the Soviet Union and a high percentage of
these shipments have contained items for Copmunist China's
industrial development and military build-up.

One other fact should be fo:l.n‘bed out here is that not
only is trade with the West a small part of Soviet and Bloc
trade, but, in addition, imports from the West are only a
very small percentage of Soviet and Soviet Bloe production.
Iess than 3 percent.

What all this means is not -- &8s some people have con-
strued it -- that since ﬁis trade is so small it need not

be controlled at all by the West. I'm sure you must realize
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the importance of vithholding from the Soviets: arms, ammunition,
implements of war; atomic energy items; items embodying our latest |
technological innovations; and the like. At the same time we must
be realistic in owr anticipations of just what effect such controls
have. They are important irritants and impediments in the economy;
but except for imposing delays they do not present the Soviets with
problems 'l;hat are not managsable over time. The Soviets, of course,
would be better off if there were no Western controls, snd would
prefer it. The Chinese Communists likewise could get slong without
Western trade if they bad to, particularly in view of their relative-
1y heavy imports from the USSR. But they would prefer to continue
the edvantages of trade with the West and undoubtedly do not wish

to be forced into the very troublesome adjustments that a ceuation\

of trade would bring.

4 Slides Trade - Bloc == Free World
R (1)

(8) Trade - USSR =~ World

(9) Trade - USSR =~ World

(10) GP -~ Bloc and West
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significant developments in Soviet industrial, agriculture
and trade. In each of these areas the Soviets are constantly
facing problems. And as each problem appears new hope seems
to spring up in certain querters in the West that the key
to Soﬁet vulnersbility has been found. But each year the
Soviet economy continues to advence on all fronts and the
Western optimists are repeatedly faced with disillﬁsionnent.
I frankly see nothing on the Soviet economic scene that
-glves us any grounds for complacency. The other day I read
an excerpt from General Twining's speech at Los Angeles last
moqth which expressed my sentiments exactly.

"Thig year they showed us scmething new again. The
Soviets turned out an aireraft powered with turboprops.
From its appearance it could be a bomber, a refueling tanker,
or & long-range reccunnaissance place. Its appearance is
additional prodf of the growing ability of the Soviet air-

craft industry.

Approved For Release 2000/09/01 CIA-RDP71T00730R000100010048-9

SeGRET



&)
Approved For Releaee 2ooqbﬁ@R£qrA-RDP71ToozggRooo1o.oo1oo48-9

The airplane that gives us real reason for concern
here in the United States is the Soviet long-range jet heavy
bomber. Last yesr they showed us one. This year, in 'bhé
rehearsal for May Dgy, there were flights of more of these
new long-range Jets ~- enough that we heve to accept a rate
of produetion.

These observations estsblish a new basis of our estimate
of Soviet production of the heavy Jet bomber and of the medium
bomber, This knowledge is evidence of the .modem technology -
of the Soviet aircraft industry end the advances which are
being made by them. We must continue to be on the alert and
maintsin our own forces to insure the lead over the Soviets
that we have.

We are producing Jet bombers of our own - the B-52. We
have & lot of experience in building big bombers, but it looks

&8 though the Soviets are improving in production.

-21.
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This isn't the first time the Soviets have upset the time-
table. For example: We thought they could not dup;icate
our B-29 in less than six or seven years. They duplicated
it in two years.

We thought they would have difficulty in meking a good
copy of the British jet engine. They produced a better one
in less than a year.

Some experts thought they could not produce an atomic
bomb in less than six to 10 years -- if at all. They rocked
the world with a surprise explosion in about three years.

This was about the same time it tock the United States to
produce the first atomic wegpon.

They do have the ability to produce nueclear weapons
and first-class aireraft to carry them."

There will always be a group of "the-Soviets-can't-do-it-
school" within the Western world. And to my mind this is

[ds
a much more dangerou)guﬁb'\hhan over-estimating our potential
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enemies -- but in conclusion I would like to say thet the
balance of over and under-estimating Soviet capabilities

will always be a very delicate one, and while the presentation
of balanced estimates is not very aensat:lona]',in the sense
that we can continually excite the top level of govermment
with our intelligence > .a:.t is essential that we maintain this

balance if cur policy-makers are to plan realistically.
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